SCOTTSDALE CITY COUNCIL AUDIT COMMITTEE
Public Meeting
Friday December 10, 2004 — 2:30 pm
Kiva Conference Room, First Floor, City Hall
3939 N. Drinkwater Blvd, Scottsdale, AZ 85251

AGENDA

CALL TO ORDER / ROLL CALL
MINUTES - Approval of December 7, 2004 Committee Meeting Minutes
GENERAL BUSINESS

1.

o g bk~ w

Audit Committee Administrative Issues — Provide direction to staff regarding future
agenda preparation and the process to be used to request extensions of time for
management responses.

Audit Reports
a. Discuss Police Property Room Audit
b. Discuss format of audit reports and solicit feedback on report presentation
c. Consider the request for an extension of time for responses — Safety Programs Audit
Current Work Plan — Provide Direction on the Initiation of Audit Work
Discussion on the Development of Audit Plan for 2005
Discuss Staffing of Office in Light of Open Position
Budget — Current budget and development of budget for FY2005/2006

PUBLIC COMMENTS
COMMITTEE COMMENTS
ADJOURNMENT

([_;\ Persons with a disability may request a reasonable accommodation, such as a sign

language interpreter, by contacting the City Clerk’s office at (480) 312-2412. Requests
should be made as early as possible to allow time to arrange accommodation.
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Audit Committee
Meeting Minutes
December 7, 2004

Kiva Conference Room, City Hall
3939 North Drinkwater Boulevard
Scottsdale, AZ 85251

Members Present: Councilman Ecton
Councilman Lane
Councilman Littlefield

City Staff Present: Cheryl Barcala, City Auditor
Gail Crawford, Internal Auditor
Brent Stockwell, Assistant to the Mayor and Council

The meeting was called to order at 3:15 p.m.
Minutes of the March 2, 2004, Audit Committee Meeting were approved.

General Business:
Item 1 — Councilman Lane was appointed Audit Commiﬁeé’Chair.,

ltem 2a — Ms. Barcala provided a brief history of the Audit Committee and a copy of the
Ordinance relating to the City Auditor Office was provided.

Item 2b — According to Ordinance, the role of the Audit Committee is to serve as the
reviewer of the Audit Plan and forward it to Council for recommendation and approval.
The Audit Committee has the purview of modifying the Audit Plan during the year. The
Audit Committee also provides assistance if issues between the City Auditor and City
Manager or other auditees need to be resolved. Discussion of whether the Audit
Committee could review draft reports and if they would remain nonpublic documents if
brought to the Audit Committee for review. Discussion on the formation of an Audit Plan
(i.e., input and review). Ms. Barcala was directed to explore, with the City Attorney, the
issue of presenting a draft report to the Audit Committee. it was decided to release final
reports to the full Council and Audit Committee. The Audit Committee will call a special
meeting when a report is to be issued for review and clarification.

Item 2c¢ - Audit Committee meetings will be scheduled quarterly every fourth
Wednesday of each month at 3 p.m. except in December because of the holidays
(March 23, June 22, September 28, December 14).

Item 3a - Discussion of the Police Property Room Audit and follow up of

recommendations. Ms. Barcala was directed to provide a discussion of priorities of the
recommendations within the next seven days.
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ltem 3b — Councilman Ecton provided a list of suggestions regarding audit report
format/presentation and requested the Audit Committee discuss it at the next meeting.

Item 4ai — Audit of Safety Programs — Management has requested an extension of the
30-day response timeframe, which would be January 6, 2005. The Audit Committee
directed Ms. Barcala to extend Risk Management's time and to let the Audit Committee
know Risk's preference at the next Audit Committee Meeting. Ms. Barcala was directed
to include approval of extensions on the next agenda.

ltem 4aii — Immigration Reform and Control Compliance Act Audit - Management
responses are due on December 22, 2004.

Items 4b — 7 will be reagendized along with ltem 2b, 3b, and extension approvals at an
Audit Committee Meeting on Friday, December 10, 2004.

Public Comments — None.
Committee Com'ments — None.
Meeting adjourned at 5:08 p.m.
Respectfully submitted,

Gail Crawford
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ARTICLE III. OFFICERS AND EMPLOYEES*

DIVISION 6. CITY AUDITOR

Sec. 2-117. Establishment; qualifications.

(@) The office of city auditor of the city is hereby established. The city auditor shall be
designated through appointment by a majority vote of the city council.

(b)  The city auditor shall be a person able to manage a professional audit staff,

analyze financial records, evaluate operations for economy, efficiency and program
results.

(c)  The city auditor shall not be actively involved in partisan political activities or the
political affairs of the city.

(d) The city auditor should be a certified internal auditor (CIA), certified public
accountant (CPA), or a certified management accountant (CMA). If he or she is not so
certified, then at least one (1) deputy should be so certified.

(e) The city auditor shall serve at the pleasure of the city council, but can only be
removed by a majority vote of the city council.

()  The city auditor and the city auditor's office shall adhere to generally accepted
government auditing standards (GAGAS) in conducting its work and will be considered
independent as defined by those standards.

(@) The city auditor shall have such assistants and employees as are necessary to
perform duties required by the city council.

(Ord. No. 2236, § 1, 5-1-89)
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ARTICLE 1II. OFFICERS AND EMPLOYEES* Page 8 of 11

Sec. 2-118. Audit committee.

An audit committee is hereby established to consult with the city auditor regarding
technical issues, to work to assure maximum coordination between the work of the city auditor
and the needs of the city manager, the other charter officers and to perform other duties as
required or directed by the city council. The audit committee shall consist of three (3) members
of the city council, who shall be appointed by the mayor, with the approval of the city council, as
provided in section 2-23 of this Code.

(Ord. No. 2236, § 1, 5-1-89; Ord. No. 2304, § 1, 7-2-90; Ord. No. 2480, § 1, 9-14-92)

Sec. 2-119. Scope of audits.

(a) The city auditor shall have responsibility to conduct expanded scope audits of all
departments, offices, boards, activities and agencies of the city to independently
determine whether:

(1)  Activities and programs being implemented have been authorized by the
city council, state law or applicable federal law or regulations;

(2) Activities and programs are being conducted in a manner contemplated to
accomplish the objectives intended by the cnty council, state law or applicable
federal Iaw or regulations;

(3) Activities or programs efﬁmently and effectively serve the purpose intended
by the city council, state law or applicable federal law or regulations;

(4)  Activities and programs are being conducted and funds expended in
compliance with applicable laws;

(5) Revenues are being properly collected, deposited and accounted for;

(6) Resources, including funds, property and personnel, are adequately
safeguarded, controlled and used in a faithful, effective and efficient manner;

- (7) Financial and other reports are being provided that disclose fairly and fully
all information that is required by law, that is necessary to ascertain the nature
and scope of programs and activities and that is necessary to establish a proper
basis for evaluating the programs and activities;

(8) During the course of audit work, there are indications of fraud, abuse or
illegal acts; and

(9) There are adequate operating and administrative procedures and
practices, systems or accounting internal control systems and internal
management controls which have been established by management.

(b)  Audits shall be conducted in accordance with generally accepted government
auditing standards applicable to financial and performance audits.

(¢) The city auditor shall not conduct or supervise an audit of an activity for which
he/she was responsible or within which he/she was employed during the preceding two
(2) years.

(Ord. No. 2236, § 1, 5-1-89)
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ARTICLE III. OFFICERS AND EMPLOYEES* Page 9 of 11

Sec. 2-120. Annual audit plan.

(@) Atleast annually, the city auditor shall submit an audit plan to the audit committee
for review and recommendation, and the city council for review and approval. The plan
shall include the departments, offices, boards, activities and agencies scheduled for
audit during the year. This plan may be amended during the year after review by the
audit committee. Additionally, the city auditor may spontaneously initiate and conduct
any other audit deemed necessary or as directed by the city council.

(b) In the selection of audit areas, the determination of audit scope and the timing of
audit work, the city auditor should consult with federal and state auditors and
independent auditors so that the desireable audit caverage is provided and audit effort
may be properly coordinated. The city auditor should consult with the city manager and
other charter officers in a similar fashion to enhance audit coverage and improve audit
coordination.

(Ord. No. 2236, § 1, 5-1-89; Ord. No. 2304, § 2, 7-2-90; Ord. No. 2480, § 2, 9-14-92)

Sec. 2-121. Special audits.

(a) The city manager may request the city auditor to perform special audits that are
not included in the annual audit plan. After consultation with the audit committee, a

special audit requested by the city manager may become an amendment to the annual
audit plan.

(b)  The city auditor shall submit the report of the special audit to the city manager and
the audit committee. ‘ . .

(Ord. No. 2236, § 1, 5-1-89; Ord. No. 2304, § 3, 7-2-90; Ord. No. 2480, § 3, 9-14-92)

Sec. 2-122. Funding.

Sufficient funds shall be provided to carry out the responsibilities specified herein. The
city auditor's salary shall be set by the city council and reviewed annually. The audit committee
shall make recommendations to the city council concerning the city auditor's annual review.

(Ord. No. 2236, § 1, 5-1-89; Ord. No. 2304, § 4, 7-2-90; Ord. No. 2480, § 4, 9-14-92)

Sec. 2-123. Records.

The city auditor shall retain for at least three (3) years a complete file of each audit
report and each report of other examinations, investigations, surveys and reviews made under
city council authority. The file should include audit work papers and other supportive material
directly pertaining to the audit report.

(Ord. No. 2236, § 1, 5-1-89)

Sec. 2-124. Access to records and property.

All officers and employees of the city shall provide the city auditor with free and open
access to and shall fumish the city auditor with requested information and records within their
custody regarding powers, duties, activities, organization, property, financial transactions and
methods of business required to conduct an audit or otherwise perform audit duties. In addition,
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ARTICLE III. OFFICERS AND EMPLOYEES* Page 10 of 11

they shall provide free and open access for the city auditor to inspect all property,
equipment and facilities within their custody.

(Ord. No. 2236, § 1, 5-1-89)

Sec. 2-125. Agency response.

A final draft of the audit report will be forwarded to the audited agency and the affected
charter officer for review and comment regarding factual content before it is released. The
agency must respond in writing specifying agreement with audit findings and recommendations
or reasons for disagreement with findings and/or recommendations, plans for implementing
solutions to identified problems and a time table to complete such activities. The response must
be forwarded to the city auditor within thirty (30) calendar days. The city auditor will include the
full text of the agency's response in the report.

(Ord. No. 2236, § 1, 5-1-89)

Sec. 2-126. Audit reports to city council.
(a) Each audit will result in a written report.

(b) The city auditor shall submit each audit report to the city council and shall retain a
copy in his/her office as a permanent record. A copy shall be filed with the city clerk and
the city public library. A copy of each report shall be transmitted to the city manager.

(c) If appropriate, the audit report shall contain the professional opinion of the city
auditor or the contract auditor concerning the finaricial statements issued by the
department, board or agency; or if the audit is an expanded scope audit, the report will
contain the professional conclusions of the audit regarding the management activities
audited.

(d) The city auditor shall include in the audit reports:
(1) A precise statement of the scope encompassed by the audit;

(2) A statement that the audit was performed in accordance with generally
accepted government auditing standards;

3) A statement that an examination for compliance with applicable laws,
policies and regulations was conducted and presentation of the findings
associated with that examination is included;

(4) A statement of the significant audit findings, including a statement of the
underlying cause, evaluative criteria used and the current and prospective
significance of the findings;

(5) A statement that internal control systems were examined where applicable
and a report of any material weaknesses found in the internal control systems;

(6) Statements of response submitted by the audited department, board or
agency relevant to the audit findings;

() A concise statement of the corrective actions previously taken or
contemplated as a result of the audit findings and a time table for their
accomplishment;

(8) Recommendations for additional necessary or desirable action.
(Ord. No. 2236, § 1, 5-1-89)

W /Nibrarvs muni




ARTICLE III. OFFICERS AND EMPLOYEES* Page 11 of 11

Sec. 2-127. Report of irregularities.

If the city auditor detects apparent violations of law or apparent instances of
misfeasance or nonfeasance by an officer or employee or information that indicates derelictions
may be reasonably anticipated, the city auditor shall report the irregularities in writing to the city
council or, in the case of a special audit, to the city manager and to the city council. If the
irregularity is criminal in nature, the city auditor shall immediately notify the appropriate chief
prosecuting authority in addition to those previously cited.

(Ord. No. 2236, § 1, 5-1-89)

Sec. 2-128. Contract auditors, consultants and experts.

Upon approval of the city council during the budgetary process, the city auditor may
obtain the services of certified or registered public accountants, qualified management
consultants, or other similar experts necessary to assist the city auditor in the performance of
his/her ;duties.

An audit that is performed by contract must be conducted by persons who have no
financial interests in the affairs of the city or its officers. The city auditor will coordinate his/her
efforts with accounting or other organizations employed under contract by the city and he/she

- will assist with audit related activities. Contracting for these audits will be awarded in
accordance with established city contracting procedures.

(Ord. No. 2236, § 1, 5-1-89)

Sec. 2-129. Peer review.

The internal audit activities of the city auditor's office shall be subject to peer review at
least once every four (4) years by a professional, nonpartisan objective group utilizing
guidelines endorsed by the National Intergovernmental Audit Forum, the State Auditor's
Association, National Association of Local Government Auditors, or the U.S. General
Accounting Office. A copy of the written report of this independent review shall be furnished to
each member of the city council.

The peer review will use generally accepted government auditing standards to evaluate
the quality of audit efiort and reporting. Specific peer review areas shall include staff
qualifications, adequacy of planning and supervision, sufficiency of workpaper preparation and
evidence, and the adequacy of systems for reviewing internal controls, fraud and abuse,
program compliance, and automated systems. The peer review will also assess the form,
distribution, timeliness, content, and presentation of internal audit reports. The city shall
reimburse travel and living expenses for the peer review team from funds budgeted in the city
auditor's budget.

(Ord. No. 2236, § 1, 5-1-89; Ord. No. 2325, § 1, 12-3-90)

Sec. 2-130. Reserved.

http://library6.municode.com/gateway.dll/AZ/arizona/1/7/10?f=templates$fo=document-f... 12/06/2004




December 8, 2004

To: Cheryl Barcala, Internal Auditor
From: Helen Gandara-Zavala, ASB Director

Subject: Update on Property & Evidence Action Plan

Cheryl, attached is our action plan sorted by date and updated to reflect the
current status on the items that have already been completed. As you will notice
all items for November and December have been completed. In our commitment
to complete the action plan we also presented the action plan and audit findings
today to command staff at our weekly meeting. Steve Garrett and | are
scheduled to meet with Property and Evidence staff early next week to discuss
the findings and recommendations and the action plan timelines.

I will continue to provide you with additional information as we move forward with
the remainder of the action plan.




Audit | -
Number|

Property Unit Action Plan

“ActionPlan " - -

| Responsible Party

 DueDate

comieton b

Include in the review and update of the Operation Orders,
the requirement to open impound packaging to view and
reconcile all items to their related invoices. Require
immediately, prior to sending forfeited and unclaimed

_ [property to the warehouse, property room staff to open
impound packaging to view and recongcile all items to their

related invoices. Discrepancies should be documented
and forwarded to appropriate staff for resolution.

Ken Racine

Nov-04

Property unit staff will provide a “certificate of ownership”
on delivery to a finder of any property unclaimed by the
owner.

Ken Racine

Nov-04

During the FY2004/05 budget preparation the unit
supervisor will present for evaluation and consideration to
the appropriate command levels, educational and training
opportunities that will be of benefit to the staff of the
Property Unit in improving and adding to their abilities to
manage their job functions.

Steve Garrett

Nov-04

27

The property unit will no longer send un-redacted copies
of property invoices to the warehouse. Instead a list will
be generated that contains the DR, the property item

list will be presented to the warehouse for their review at
the time the property is released.

number and a description of the item to be released. This

Steve Garrett

Nov-04

21

Management will place the requirement into the Operation
Orders that all employees must first report to the main
property location to start or end their shift and that after
hour access to property locations is stricly prohibited.
Keys will be left at work and accounted for daily.

Ken Racine
(Memo to be issued)

Dec-04

28

The property unit staff will comply with current ordinance
and prepare (and retain) a list of the forfeited and
unclaimed property that is to be transferred to the
warehouse. A computer-generated list will be developed
to assist in this process. This list will contain the DR, the
property item number and a description of the item to be
released to the warehouse. This list will be presented to
the warehouse for their review at the time the property is
released.

Ken Racine
Joan Scott

Dec-04

Police Department will submit to Human Resources for
review and approval, updated property staff job
descriptions.

Ken Racine
Steve Garrett

Dec-04

A meeting will be held with the Property and Evidence
Unit to clarify the Department’s expectations for staff to
adhere to Department General Orders and Unit

Operational Orders.

Helen Gandara-Zavala

Jan-05

Scheduled for
12/14/04




Property Unit Action Plan

- Audit | . e 5T T T
Number | A‘?PQQP;I;QD-& Responsmle Party
18 Develop a form that can be used when accepting items

for "destruction” that documents name and address of the
individual submitting the item and requires certification of
ownership. The form should contain a place in which the

. |individual can confirm that the city can place the item into

service, donate or use the item for other purposes, or
decline the use of the item in such a manner. Submit to
the Forms Committee for approval. Maintain the forms at
the Station Office at each District.

Ken Racine

Jan-05

19

An internal form will be developed for property impound
reviews and given to the officer at each review. Require
the officer to give detailed reason for retaining the
property be documented at each review.

Ken Racine
Joan Scott

Jan-05

The department will initiate the process of implementing a

|property/ evidence computerized bar-coding inventory

system to track all impounded items.

Paul Hruby

Jan-05

12

Management will initiate the process of implementing a
property/evidence computerized bar-coding inventory
system to track all impounded items while in the custody
of the police department.

Paul Hruby

Jan-05

25

Comply with city ordinance concerning forfeited weapons
and other property. Meet with the purchasing director to
develop procedures and policies concerning how forfeited
weapons and other property will be transferred to the
purchasing division from the police department and
include these policies and procedure in the Property and
Evidence Operation Orders.

Steve Garrett

Jan-05

The Unit will implement a bar-coding system that will
uniquely identify each property invoice that comes into the
property rocom.

Ken Racine

Feb-05

15

To help provide an auditable trail of the disposition of
impounded items, the property invoice form will be
reviewed and a new design developed that provides
sufficient space to print the name and address of the
individual to whom property is released as well as other
draft changes required to meet the needs of the next
generation RMS, the new bar-code system and to
simplify the form’s use. Present these changes to the
Forms Committee for approval.

Ken Racine
Joan Scott

Feb-05

10

To insure that the proper controls and guidelines are in
place and being followed for the handling and disposal of
impounded property, a Property/Evidence Quality
Assurance Manual will be approved and implemented.
This manual will also address the issue of a control sheet
being used in the submission of invoices for data entry.

Ken Racine

Mar-05

11

To insure that the proper controls and guidelines are in
place and being followed, a Property/Evidence Quality
Assurance Manual will be approved and implemented.
This manual will also address the issue of reconciling

data entry.

Ken Racine

Mar-05
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AUDIT COMMITTEE

* Reports are to long and go into far too much detail.
» Materiality should be the focus.
o Process needs to be shortened.

e Scope needs to be clearly defined and not expanded
without Audit Committee approval.

* Minor & trivial issues should be dealt with in discussions
and followed up informally at an agreed upon later date or
during the next audit.

¢ Delays in reporting should not cccur because of immaterial
- findings.

= The tone of reports should be more of trying to be helpful |
rather than creating conflict.

» Avoid explosive wording and terminology.

* Avoid becoming an authority on managing the service
being audited.

¢ Recognize that not all issues can be resolved to audit
satisfaction. Management has a chaice.

¢ Be careful with opinions versus facts.

o Be extremely careful when dealing in area that you are not
an expert.

o Don’t focus on potential as much as reporting what has
happened. .

o Positive findings and improvements should receive
recognition.

1 12/7/04




* Benefits and controls need to be weighted.

= Audit Reports should be drafted by the auditor responsible
for the audit and reviewed by the Audit Manager for
reasonable presentation not rewrites.

. An audit review should be conducted with the Department
Head & City Manager before issuing the report.

s The Audit Committee should review reports before being

made available to the public.

Wayne Ecton

2 1217104




Chapter 8

Reporting Standards for Performance

Audits

Introduction

Form

8.01 This chapter prescribes reporting standards and
provides guidance to auditors reporting on performance
audits in accordance with generally accepted
government auditing standards (GAGAS). The reporting
standards for performance audits relate to the form of
the report, the report contents, report quality, and report
issuance and distribution.

8.02 The reporting standard related to the form of the
report for performance audits performed in accordance
with GAGAS is:

_ Auditors should prepare audit reports

communicating the results of each audit.

8.03 The form of the audit report should be appropriate
for its intended use, but should be written or in some
other retrievable form. Auditors should use their
professional judgraent including consideration of users’
needs, likely demand, and distribution in determining
the form of the audit report. In addition to a more formal
presentation of audit results, such as a chapter report or
a letter report, briefing slides may be considered audit
reports. Audit reports also may be presented on
electronic media that are retrievable by report users and
the audit organization, such as video or compact disc
formats. However, regardless of form, audit reports
should comply with all applicable reporting standards.

8.04 This standard is not intended to limit or prevent
discussion of findings, judgments, conclusions, and
recommendations with persons who have
responsibilities involving the area being audited. On the
contrary, such discussions are encouraged.

8.05 Audit reports (1) communicate the resuits of audits
to officials at various levels of government, (2) make the
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Report Contents

results less susceptible to misunderstanding, (3) make
the results available for public inspection, and

(4) facilitate follow-up to determine whether
appropriate corrective actions have been taken. The
need to maintain public accountability for government
programs demands that audit reports be retrievable.

8.06 If an audit is terminated before it is completed but
the auditors do not issue an audit report, auditors
should follow the requirements in paragraph 7.40.

8.07 The reporting standard related to the contents of
the report for performance audits conducted in
accordance with GAGAS is:

The andit report should include the objectives,
scope, and methodology; the audit results,
including findings, conclusions, and
recommendations, as appropriate; a reference to
compliance with generally accepted government
auditing standards; the views of responsible
officials; and, if applicable, the nature of any
privileged and confidential information omitted.

Objectives, Scope,
and Methodology

8.08 Auditors should include in the report the audit
objectives and the scope and methodology used for
achieving the audit objectives. This information is
needed by report users to understand the purpose of the
audit and the nature of the audit work performed, to
provide perspective as to what is reported, and to
understand any significant limitations in audit
objectives, scope, or methodology.

8.09 Audit objectives should be communicated in the
audit report in a clear, specific, and neutral manner that
avoids unstated assumptions. Auditors should explain
why the audit organization undertook the assignment

Page 160 GAO0-03-673G Government Auditing Standards




Chapter 8
Reporting Standards for Performance
Audits

and state what the report is to accomplish and why the
subject matter is important. Articulating what the report
is to accomplish normally involves identifying the audit
subject and the aspect of performance examined. The
reported audit objectives provide more meaningful
information to report users if they are measurable and
feasible and avoid being presented in a broad or general
manner. To reduce misunderstanding in cases where the
objectives are particularly limited and broader
objectives can be inferred, it may be necessary to state
objectives that were not pursued.

8.10 In reporting the scope of the audit, auditors should
describe the depth and coverage of work conducted to
accomplish the audit’s objectives. Auditors should, as
applicable, explain the relationship between the
population of items sampled and what was audited;
identify organizations, geographic locations, and the
period covered; report the kinds and sources of
evidence; and explain any problems with the evidence.
Auditors should also report significant constraints
imposed on the audit approach by data limitations or
scope impairments, including demands of access to
certain records or individuals.

8.11 To report the methodology used, auditors should
_clearly explain how the audit objectives were
accomplished, including the evidence gathering and
analysis techniques used, in sufficient detail to allow
knowledgeable users of their reports to understand the
work. This explanation should identify any significant
assumptions made in conducting the audit; describe any
comparative techniques applied; describe the criteria
used; and, when sampling significantly supports
auditors’ findings, describe the sample design and state
why it was chosen, including whether the results can be
projected to the intended population.

Page 161 GAO0-03-673G Government Auditing Standards




Chapter 8
Reporting Standards for Pexformance
Audits

8.12 Auditors should attempt to avoid misunderstanding
by the report user concerning the work that was and
was not done to achieve the audit objectives,
particularly when the work was limited because of
constraints on time or resources. The auditors’ report
should clearly describe the scope of the work performed
and any limitations; any applicable standards that were
not followed, and the reasons therefor; and how not
following the applicable standards affected or could
affect the results of the work. For example, if the
auditors are unable to determine the reliability of
information from an agency’s database, and information
from this database is critical to achieving the audit
objectives, the report should clearly state the limitations
associated with the information and refrain from making
unwarranted conclusions or recommendations. In these
situations, the audit report should also include the
reasons the auditors were unable to perform this work
and the potential impact on the findings if the
information is not reliable.®

S%When computer-processed data are included in the report for
background or informational purposes and are not significant to the
auditors’ findings, citing the source of the data and stating that they
were not verified will satisfy the reporting standards.
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Findings

8.13 Auditors should report findings by providing
credible evidence that relates to the audit objectives.
These findings should be supported by sufficient,
competent, and relevant evidence. They also should be
presented in a manner to promote adequate
understanding of the matters reported and to provide
convincing but fair presentations in proper perspective.
The audit report should provide selective background
information to provide the context for the overall
message and to help the reader understand the findings
and significance of the issues discussed.®

8.14 As discussed in chapter 7, audit findings have often
been regarded as containing the elements of criteria,
condition, cause, and effect. However, the elements
needed for a finding depend on the audit objectives. For
example, an audit objective may be limited to
determining the current stztus or condition of
implementing legislative requirements, and not the
related cause or effect. Thus, a finding or set of findings
is complete to the extent that the audit objectives are
satisfied and the report clearly relates those objectives
to the elements of the finding.

8.15 To the extent possible, in presenting findings,

auditors should develop the elements of criteria,
condition, cause, and effect to assist officials of the
audited entity or oversight officials of the audited entity
in understanding the need for taking corrective action.
In addition, if auditors are able to sufficiently develop
the findings, auditors should provide recommendations

# Appropriate background informstion may include information on
how programs and operations work; the significance of programs and
operations (e.g., dollars, impact, purposes, and past audit work if
relevant); a description of the audited entity’s responsibilities; and
explanation of terms, organizational structure, and the statutory basis
for the program and operations.
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for corrective action. Following is guidance for
reporting on elements of findings:

a. Criteria provides information so that the report user
will be able to determine what is the required or desired
state or what is expected from the program or operation.
The criteria are easier to understand when stated fairly,
explicitly, and completely and when the source of the
criteria is identified in the audit report.*

b. Condition provides evidence on what the auditors
found regarding the actual situation. Reporting the
scope or extent of the condition allows the report user
to gain an accurate perspective.

c. Cause provides persuasive evidence on the factor or
factors responsible for the difference between condition
and criteria. In reporting the cause, auditors may
consider whether the evidence provides a reasonable
and convincing argument for why the stated cause is the
key factor or factors contributing to the difference as
opposed to other possible causes, such as poorly
designed criteria or factors uncontrollable by program
management. The auditors also may consider whether
the identified cause could serve as a basis for the
recommendations.

d. Effect provides a clear, logical link to establish the
impact of the difference between what the auditors

®Common sources for criteria include laws, regulations, policies,
procedures, and best or standard practices. The Standards for
Internal Control in the Federal Government, GAO/AIMD-00-21.3.1
(Washington, D.C.: Nov. 1999) and Internal Control—Integrated
Framework, published by the Committee of Sponsoring Organizations
of the Treadway Commission (COSQ) are two sources of established
criteria auditors can use to support their judgments and conclusions
about internal control. The related Internal Control Management and
Evaluation Tool, GAO-01-1008G (Washington, D.C.: Aug. 2001), based
on the federal internal control standards, provides a systematic,
organized, and structured approach to assessing internal control.
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found (condition) and what should be (criteria). Effect
is easier to understand when it is stated clearly,
concisely, and, if possible, in quantifiable terms. The
significance of the reported effect can be demonstrated
through credible evidence.

8.16 The audit report should also include any significant
deficiencies® in internal control, all instances of fraud
and illegal acts unless they are clearly inconsequential,®
significant violations of provisions of contracts or grant
agreements, and significant abuse.

8.17 Auditors should include in the audit report the
scope of their work on internal control and any
significant deficiencies found during the audit. When
auditors detect deficiencies in internal control that are
not significant, they should communicate those
deficiencies in a separate letter to officials of the audited
entity unless the deficiencies are clearly inconsequential
considering both qualitative and quantitative factors. If
the auditors have communicated deficiencies in a
separate letter to officials of the audited entity, they
should refer to that letter in the audit report. Auditors
should use professional judgment in determining
whether or how to communicate deficiencies that are
clearly inconsequential to officials of the audited entity.
Auditors should include in their audit documentation
evidence of all communications about internal control
deficiencies found during the audit.

"Significant deficiencies are those matters coming to the auditor’s
attention that, in the auditor’s judgment, affect the results of the
auditors’ work and the auditors’ conclusions and recommendations
about those results.

®Whether a particular act is, in fact, illegal may have to await final
determination by a court of law. Thus, when auditors disclose matters
that have led them to conclude that an illegal act is likely to have
occurred, they should take care not to unintentionally imply that a
final determination of illegality has been made.
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8.18 In a performance audit, auditors may identify
significant deficiencies in internal control as the cause
of deficient performance. In reporting this type of
finding, the internal control weakness would be
described as the cause.

8.19 When auditors conclude, based on evidence
obtained, that fraud, illegal acts, significant violations of
provisions of contracts or grant agreements, or
significant abuse either has occurred or is likely to have
occurred, they should include in their audit report
relevant information.” Abuse occurs when the conduct
of a government program or entity falls far short of
behavior that is expected to be reasonable and
necessary business practices by a prudent person.

8.20 When reporting instances of fraud, illegal acts,
violations of provisions of contracts or grant
agreements, and abuse, auditors should place their
findings in proper perspective by providing a description
of the work conducted that resulted in the finding. To
give the reader a basis for judging the prevalence and
consequences of these findings, the instances identified
should be related to the population or the number of
cases examined and be quantified in terms of dollar
value, if appropriate. If the results cannot be projected,
auditors should limit their conclusion to the iterns
tested.

8.21 When auditors detect violations of provisions of
contracts or grant agreements; or abuse that is not
significant, they should communicate those findingsin a
separate letter to officials of the audited entity unless
the findings are clearly inconsequential, considering
both qualitative and quantitative factors. If the auditors

®See paragraphs 8.22 through 8.26 for additional reporting
considerations.
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have communicated instances of fraud, illegal acts,
violations of provisions of contracts or grant
agreements, or abuse in a separate letter to officials of
the audited entity, anditors should refer to that letter in
the audit report. Auditors should use their professional
judgment in determining whether and how to
communicate to officials of the audited entity fraud,
illegal acts, violations of provisions of contracts or grant
agreements, and abuse that are clearly inconsequential.
Auditors should include in their audit documentation
evidence of all communications to officials of the
audited entity about instances of fraud, illegal acts,
violations of provisions of contracts or grant
agreements, and abuse.

8.22 GAGAS require auditors to report fraud, illegal
acts, violations of provisions of contracts or grant
agreements, and abuse directly to parties outside the
audited entity in certain circumstances, as discussed
below.* These requirements are in addition to any legal
requirements for direct reporting of fraud, illegal acts,
violations of provisions of contracts or grant
agreements, and abuse. Auditors should meet these
requirements even if they have resigned or been
dismissed from the audit.

8.23 The audited entity may be required by law or
regulation to report certain fraud, illegal acts, violations
of provisions of contracts cr grant agreements, or abuse
to specified external parties, such as a federal inspector
general or a state attorney general. If auditors have
communicated such fraud, illegal acts, violations of
provisions of contracts or grant agreements, or abuse to
the audited entity and it fails to report them, then the

%Internal audit organizations do not have a duty to report outside the
entity unless required by law, rule, regulation, or policy. See paragraph
3.28 for reporting requirements for internal audit organizations when
reporting externally.
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auditors should communicate their awareness of that
failure to the governing body of the audited entity. If the
audited entity does not make the required report as soon
as possible after the auditors’ communication with the
entity’s governing body, then the auditors should report
such fraud, illegal acts, violations of provisions of
contracts or grant agreements, or abuse directly to the
external party specified in the law or regulation.

8.24 Officials of the audited entity are responsible for
taking timely and appropriate steps to remedy fraud,
illegal acts, violations of provisions of contracts or grant
agreements, or abuse that auditors report to them. When
fraud, illegal acts, violations of provisions of contracts
or grant agreements, or abuse involves assistance
received directly or indirectly from a government
agency, auditors may have a duty to report such fraud,
illegal acts, violations of provisions of contracts or grant
agreements, or abuse directly to that government agency
if officials of the audited entity fail to take remedial
steps. If auditors conclude that such failure is likely to
cause them to report such findings or resign from the
audit, they should communicate that conclusion to the
governing body of the audited entity. Then, if the audited
entity does not report the fraud, illegal act, violation of
provisions of contracts or grant agreements, or abuse as
soon as possible to the entity that provided the
government assistance, the auditors should report the
fraud, illegal act, violation of provisions of contracts or
grant agreements, or abuse directly to that entity.

8.25 In these situations, auditors should obtain
sufficient, competent, and relevant evidence, such as
confirmation with outside parties, to corroborate
assertions by officials of the audited entity that the
officials have reported fraud, illegal acts, violations of
provisions of contracts or grant agreements, or abuse. If
the officials are unable to do so, then the auditors
should report such fraud, illegal acts, violations of
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provisions of contracts or grant agreements, or abuse
directly as discussed above.

8.26 Laws, regulations, or other authority may require
auditors to report promptly indications of certain types
of fraud, illegal acts, violations of provisions of
contracts or grant agreements, or abuse to law
enforcement or investigatory authorities. In such
circumstances, when auditors conclude that these types
of fraud, illegal acts, violations of provisions of
contracts or grant agreements, or abuse either have
occurred or are likely to have occurred, they should ask
those authorities or legal counsetl if publicly reporting
ccertain information about the potential fraud, illegal
acts, violations of provisions of contracts or grant
agreements, or abuse would compromise investigative
or legal proceedings. Auditors should limit the extent of
their public reporting to matters that would not
compromise those proceedings, such as information
that is already a part of the public record.

Conclusions

8.27 Auditors should report conclusions when called for
by the audit objectives and the results of the audit.
Conclusions are logical inferences about the program
based on the auditors’ findings and should represent
more than just a suramary of the findings. Conclusions
should be clearly stated, not implied. The strength of the
auditors’ conclusions depends on the persuasiveness of
the evidence supporting the findings and the soundness
of the logic used to formulate the conclusions.
Conclusions are stronger if they set up the report’s
recommendations and convince the knowledgeable user
of the report that action is necessary.

Recommendations

8.28 If warranted, auditors should make
recommendations for actions to correct problems
identified during the audit and to improve programs and
operations. Auditors should make recommendations
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when the potential for improvement in programs,
operations, and performarnce is substantiated by the
reported findings and conclusions. Recommendations
should logically flow from the findings and conclusions
and need to state clearly the actions to be taken.
Recommendations to effect compliance with laws and
regulations and improve internal control also should be
made when significant instances of possible fraud,
illegal acts, or violations of provisions of contracts or
grant agreements are noted, or when abuse or
deficiencies in internal control are found.

8.29 Constructive recommendations can encourage
improvements in the conduct of government programs
and operations. For recommendations to be most
constructive, they should be directed at resolving the
cause of identified problems, action oriented and
specific, addressed to parties that have the authority to
act, practical and, to the extent feasible, cost effective

and measurable.
Statement on 8.30 Auditors should report that the audit was made in
Compliance with accordance with GAGAS. The statement of compliance
GAGAS with GAGAS refers to all the applicable standards that

the auditors should have followed during the audit. The
statement referencing compliance with GAGAS should
be qualified in situations in which the auditors did not
follow an applicable standard. In these situations,
auditors should disclose in the scope section of the
report the applicable standard that was not followed, the
reasons therefor, and how not following the standard
affected, or could have affected, the results of the audit.
In assessing the impact of not following an applicable
standard on the results of the audit, auditors may need
to qualify any assurances, disclaim from providing any
assurances, or withdraw from the audit.
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Reporting Views of
Responsible
Officials

8.31 Auditors should report the views of responsible
officials of the audited program concerning auditors’
findings, conclusions, and recommendations; as well as
planned corrective actions. One of the most effective
ways to ensure that a report is fair, complete, and
objective is to obtain advance review and comments by
responsible officials of the audited entity and others, as
may be appropriate. Including the views of responsible
officials results in a report that presents not only the
auditors’ findings, conclusions, and recommendations,
but also what the responsible officials of the audited
entity think about the audit results and what corrective
actions officials of the audited entity plan to take.
Auditors should include in their report a copy of the
officials’ written comments or a summary of the
comments received.

8.32 Auditors should normally request that the
responsible officials submit in writing their views on
reported findings, conclusions, and recommendations,
as well as management’s planned corrective actions.
Oral comments are acceptable as well and, in some
cases, may be the only or most expeditious way to
obtain comments. Cases in which obtaining oral
comments can be effective include when there is a time-
critical requirement to meet a user's needs; the auditors
have worked closely with the responsible officials
throughout the conduct of the work and the parties are
very familiar with the findings and issues addressed in
the draft report; or the auditors do not expect major
disagreements with the draft report’s findings,
conclusions, and recommendations, or perceive any
major controversies with regard to the issues discussed
in the draft report. Auditors should prepare a summary
of the officials’ oral comments and provide a copy of the
summary to officials of the audited entity to verify that
the comments are accurately stated prior to finalizing
the report.
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8.33 Comments should be fairly and objectively
evaluated and recognized, as appropriate, in the final
report. Comments, such as a promise or plan for
corrective action, should be noted but should not be
accepted as justification for dropping a finding or a
related recommendation.

8.34 When the audited entity’s comments oppose the
report’s findings, conclusions, or recornmendations and
are not, in the auditors’ opinion, valid, or when planned
corrective actions do not adequately address the
auditors’ recommendations, the auditors should state
their reasons for disagreeing with the comments or
planned corrective actions. The auditors’ disagreement
should be stated in a fair and objective manner.
Conversely, the auditors should modify their report as
necessary if they find the comments valid.

Reporting Privileged
and Confidential
Information

8.35 If certain pertinent information is prohibited from
general disclosure, the audit report should state the
nature of the information omitted and the requirement
that makes the omission necessary.

8.36 Certain information may be prohibited from
general disclosure by federal, state, or local laws or
regulations. In such circumstances, auditors may issue a
separate limited-official-use report containing such
information and distribute the report only to persons
authorized by law or regulation to receive it. Additional
circumstances associated with public safety and
security concerns could also justify the exclusion of
certain information in the report. For example, detailed
information related to computer security for a particular
program may be excluded from publicly available
reports because of the potential damage that could be
caused by the misuse of this information. In such
circumstances, auditors may issue a limited-official-use
report containing such information and distribute the
report only to those parties responsible for acting on the
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auditors’ recommendations. The auditors should, when
appropriate, consult with legal counsel regarding any
requirements or other circumstances that may
necessitate the omission of certain information.

8.37 Auditors’ judgments that certain information
should be excluded from publicly available reports
should be made in a manner consistent with
consideration of the broader public interest in the
program or activity under review. When circumstances
call for omission of certain information, auditors should
consider whether this omisision could distort the
engagement results or conceal improper or unlawful
practices. If auditors make the judgment that certain
information should be excluded from a publicly
available report, they should state the general nature of
the information omitted and the reasons that make the
omission necessary in the report.

8.38 The reporting standard related to report quality for
performance audits performned in accordance with
GAGAS is:

The report should be timely, complete, accurate,
objective, convincing, clear, and as concise as the
subject permits.

Timely

8.39 To be of maximum use, the audit report needs to
provide relevant information in time to respond to
officials of the audited entity, legislative officials, and
other users’ legitimate needs. Likewise, the information
provided in the report needs to be current. Therefore,
auditors should plan for the appropriate issuance of the
report and conduct the audit with these goals in mind.

8.40 During the audit, the auditors should consider
interim reporting of significant matters to appropriate
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entity officials. Such communication, which may be oral
or written, is not a substitute for a final report, but it
does alert officials to matters needing immediate
attention and permits them to take corrective action
before the final report is completed.

Complete

8.41 Being complete requires that the report contain all
evidence needed to satisfy the audit objectives and
promote an adequate and correct understanding of the
matters reported. It also means the report states
information and findings completely, including all .
necessary facts and explanations. Giving report users an
adequate and correct understanding means providing
perspective on the extent and significance of reported
findings, such as the frequency of occurrence relative to
the number of cases or transactions tested and the
relationship of the findings to the entity’s operations.

8.42 In most cases, a single example of a deficiency is
not sufficient to support a broad conclusion or a related
recommendation. All that it supports is that a deviation,
an error, or a weakness existed. Sufficient detailed
supporting data should be included to make convincing
presentations.

Accurate

8.43 Accuracy requires that the evidence presented be
true and that findings be correctly portrayed. The need
for accuracy is based on the need to assure report users
that what is reported is credible and reliable. One
inaccuracy in a report can cast doubt on the reliability of
an entire report and can divert attention from the
substance of the report. Also, use of inaccurate evidence
can damage the credibility of the issuing audit
organization and reduce the effectiveness of its reports.

8.44 The report should include only information,
findings, and conclusions that are supported by
sufficient, competent, and relevant evidence in the audit
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documentation. If data are significant to the audit
findings and conclusions, but are not audited, the
auditors should clearly indicate in their report the data’s
limitations and not make unwarranted conclusions or
recommendations based on those data.

8.45 Evidence included in audit reports should
demonstrate the correctness and reasonableness of the
matters reported. Correct portrayal means describing
accurately the audit scope and methodology and
presenting findings and conclusions in a manner
consistent with the scope of audit work. The report also
should not have errors in logic and reasoning. One way
to help ensure that the audit report meets these
reporting standards is to use a quality control process
such as referencing. Referencing is a process in which
an experienced auditor who is independent of the audit
verifies that statements of facts, figures, and dates are
correctly reported, that the findings are adequately
supported by the audit docurnentation, and that the
conclusions and recommendations flow logically from
the support.

Objective

8.46 Objectivity requires that the presentation of the
entire report be balanced in content and tone. A report’s
credibility is significantly enhanced when it presents
evidence in an unbiased manner so that report users can
be persuaded by the facts. The report should be fair and
not misleading and should place the audit results in
perspective. This means presenting the audit results
impartially and fairly. In describing shortcomings in
performance, auditors should put findings in context.
For example, the audited entity may have faced unusual
difficulties or circumstances.

8.47 The tone of reports should encourage decision
makers to act on the auditors’ findings and
recornmendations. This tone should be balanced by
requiring reports to present sound and logical evidence
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audit findings and recommendations, and also to
others authorized to receive such reports. Unless
the report is restricted by law or regulation, or
contains privileged or confidential information,
anditors should clarify that copies are made
available for public inspection. Nongovernment
aunditors should clarify report distribution
responsibilities with the party contracting for the
aundit and follow the agreements reached.

8.55 Audit reports should be distributed in a timely
manner to officials interested in the results. Such
officials include those designated by law or regulation to
receive such reports, those responsible for acting on the
findings and recommendations contained in the report,
those in other levels of government who have provided
assistance to the audited entity, and legislators.
However, if the subject of the audit involves material
that is classified for security purposes or is not
releasable to particular parties or the public for other
valid reasons, auditors should limit the report
distribution. (See paragraphs 8.35 through 8.37 for
additional guidance on limited report distribution.) The
availability of the report for public inspection should be
documented in the audit documentation.

8.56 When nongovernment auditors are engaged to !
perform the audit under GAGAS, they should clarify

report distribution responsibilities with the engaging ;
organization. If the nongovernment auditors are to make !
the distribution, the engagement agreement should

indicate which officials or organizations should receive

the report and any other steps being taken to ensure the

availability of the report for public inspection. The

availability of the report for public inspection should be
"documented in the audit documentation.

8.57 Internal auditors should follow their entity’s own
arrangements and statutory requirements for

Page 178 GAO0-03-673G Government Auditing Standards




Chapter 8
Reporting Standards for Performance
Audits

distribution. Usually, they report to their entity’s head or
deputy head, who is responsible for distribution of the
report. Further distribution of reports outside the
organization should be made in accordance with
applicable laws, rules, regulations, or policy.
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1) Use of the Percent for Arts

In 1989, the City adopted Ordinance #2054 setting out a requirement for 1% of the amount
budgeted for capital improvements to be appropriated to the fine arts trust fund. This audit
would verify compliance with the requirement for appropriation and use of funds.

2) Sculpture in Public Places Program

In 1991, the City adopted Ordinance # 2408 setting out the creation of a Sculpture In Public
Places Program. This audit would examine the creation, irnplementation, and results of the
Sculpture In Public Places Program.

3) Audit of the City’s Public Art Collection

Under Contract #970044, the Scottsdale Cultural Council has certain responsibilities for the
oversight of the City’s art. This audit would verify compliance with contractual requirements
for the care and maintenance of the City’s Public Art. As a component, an inventory of
artwork would be conducted.

4) Contract with the Scottsdale Cultural Council

In 1997, the City entered into a restated agreement with the Scottsdale Cultural Council for
advisory and planning related to arts and culture as well as management of art facilities
owned or leased by the City. A performance audit of this contract has not been undertaken;
the last previous audit was completed prior to the development of the current arrangement.
This audit would not include performance as it relates to the’ care and custody of the City's
public an‘ collection.

5) Use of the Addmonal Tax Imposed on Transient Lodgmg

In May 2004, modifications to the City Ordinance changed the allocation of the additional tax
(also known as the bed tax) imposed on transient lodging. Under current provisions, 80% of
the revenue derived from this tax is to be used for hospitality development (including
destination and event promotion), visitor related capital projects, and visitor research. This
audit would look at the process used to segregate this revenue source and the expenditures
funded with the revenue. Because the Tourism Development Commission serves as the
advisory body for use of the funds, the audit would include a review of the process used to
forward requests to the Commission, the review process, and the subsequent approval by the
Council.

6) Collection of Fees at the Airport and Airpark

City Code sets out a requirement for payment of monthly business fees as a condition of
operating an aeronautical business at the Airport. Other fees are also set out in the Minimum
Operating Standards and the Rates and Fees Schedule. As well, certain leases require
payment for use of the facility or land. This audit would look at the procedures in place to
grant permits and collect fees.

7) Streetlight Districts

The City has 86 Streetlight Districts established in the SRP service delivery area. These
districts exist only as a means to collect funds for the operalion of the streetlights. The
number of fixtures within a district boundary range from 1 to 166 with monthly service
charges ranging from $9 to a little over $3,000 per month. This audit would verify the number
of fixtures billed, the rate charged, and the accounting method used by Financial Services to
set the assessment, track the revenue received, and the expenditures paid out.
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8) Streetlights

The City has two accounts with SRP for non-district streetlights. Monthly service charges for
these fixtures are approximately $20,400. The cost per fixture varies between the various
streetlights based on acquisition, size, and responsibility for maintenance. This audit would
verify billing rate and number of fixtures included.

‘9) Alarm Permit Fee and False Alarm Service Charges

Scottsdale Revised Code, Chapter 3, sets out requirements for alarm permits, service
charges for false alarms, and fees associated with the failure to obtain a permit. This audit
would look at compliance with the requirements to obtain an alarm permit and the process
currently in place to collect false alarm service charges.

10)Sheriff Billings
This audit would look at the procedures in place at the Court to reconcile the monthly billings
from the Maricopa Sheriff's Office for the housing of prisoners.

11)Collection of Commercial Refuse Fees

The City offers collection of commercial refuse. This audit would examine the establishment
of fees, the tracking of City owned containers and related maintenance, and the process used
to bill and collect for services rendered.

12)Use of Revenue Collected Under Sec. 24.34 of the City Code, “Solid

Waste Management Reserve Fund”
A Solid Waste Management Reserve Fund was established in 1992 to "fund exrst/ng and
future recycling fees, new and pilot municipal recycling efforts, compliance with applicable
solid waste environmental laws and regulations, source reduction or other similar activities or
programs as deemed necessary in the management and handling of solid waste.” Revenue
to the fund is generated by a 25 cent per month fee to all residential and commercial refuse
accounts as well as each “pull” for a roll-off container. This audit would look at the use of
these funds for compliance with requirements set out in Ordinance.

13)Collection of Fees for Commercial Roll-Off Services

The City’s Solid Waste Division provides commercial roll-off services for construction waste
or other materials generated by activity at a job or worksite. This audit would look at the fees
charged, the collection of service fees, and the tracking of deposits.

14)Payroll

This audit would test rate of pay and deductions to the records maintained in Human
Resources to verify that 1) pay calculations agreed with rates set at last review and 2)
deductions agree with source documents used to generate the request for deduction.

15)Tracking and Disposal of Surplus City Property, not Including Real Estate
City Ordinance places the responsibility for the tracking and disposal of surplus personal
property with the Purchasing Director. Departments are responsible for property in the
possession of staff assigned to the work area and may declare property surplus. Once the
declaration is made, however, the property comes under the purview of the Purchasing
Director. To facilitate the re-use of property, the Purchasing Director is to maintain a list of
surplus property available for transfer. This audit would look at the process used to track and
dispose of surplus property. _
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16)Process Used to Set Premiums for Workman's Compensation and
Unemployment
The City maintains a “loss frust fund” for the payment of operating expenses related to the
risk management program, claims administration, defense services, losses, anticipated
losses, and insurance premiums. The money appropriated to this fund is to be based on
several factors, two of which are workman’s compensation and unemployment experience.
As an internal service fund, premiums charged to the various City departmentsivork areas
provide the funding source. This audit would look at the process used to establish premiums
related to workman’s compensation and unemployment.

17)Claims Administration

City Ordinance sets the responsibility for claims administration with the Risk Management
Director. When reaching a decision to try a lawsuit, the decision is to be reached with the
approval of the City Attorney. If the City Attorney declines to defend a damage claim, the
Risk Manager has the authority fo select an outside attorney. The Ordinance is silent on the
process to be used if the City desires to pursue a claim. This audit would look at the controls
for claims administration, the process used to initiate a lawsuit and the approval process for
seftling claims.

18)Classification and Pay Plan

City Ordinance requires the establishment and maintenance of a classification plan.
Annually, a Classification and Pay Plan (also known as the Classification/Compensation
Plan) is to be approved (by the City Council) setting forth the titles, number of positions, and
salary maximums for positions. Once approved, the City Manager has authority to make
amendments to the Plan any time during the year.

19)Collection of Fees Related to the Installation of Water Meters

For a fee, the City provides the water meter necessary to acquire water service. For meter
sizes up to 27, the City is to install the meter and, if desired by the contractor or owner/builder,
will make the tap and install the connections to the property line. This audit would test the
collection of fees related to the purchase of a meter and the installation, if appropriate.

20)Collection of Non-Residential Water and Sewer Development Fees
Nonresidential water and sewer development fees are determined based on estimated water
usage and sewer generation provided by the developer prior to construction. Water and
sewer usage is to be monitored for three years after the date of the issuance of the certificate
of oceupancy and, if usage is more than 20% of the estimate, a penally is to be assessed.
This audit would examine the process in place to monitor these agreements and collect any
penalties.

21)Tracking of Water and Sewer Development Fees, Credit of Interest, and
Use of Funds
City Ordinance requires that Water and Sewer Developmen! Fees be tracked separately
according fo the purpose of the fee and the location of the property (Zone A and Zones B
through E). Funds are to be used only for capital improvements for the zone in which the
funds were collected from and for the purpose set when the fee was established.
Periodically, a capital improvement plan for the water and sewer system improvements is to
be presented to Council and projects are to be assigned to each development fee account.
This audit would look at the tracking of these fees, compliance with requirements, and
appropriateness of use.
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22)CDBG
An audit of compliance with federal requirements for participation. While CDBG is included

as part of the single audit each year, the scope of that review does not look at oversight
issues.

23)Compliance with Fair Labor Standards Act

Federal regulations restrict the nature of job classifications that can be considered exempt
from the requirement for payment of overtime. The regulations changed significantly in
August 2004 and this audit would look at compliance from the aspect of job classification,
determination of hours when paying overtime, and approval processes in place to control use
of overtime,

24)Bus Cards

As part of the effort towards trip reduction, the City provides Bus Cards for employees that
want to use public transportation to and from work. Each month a bill is sent for trips made
using these cards. This audit would look at the procedures in place to review and approve
the expenditure to ensure that the City only pays costs related to transportation of City
employees to and from work. '

25)Handlebar Helper Program

The City co-sponsors a program known as Handlebar Helper by providing staff resources and
other assistance. This audit would look at the objectives of the program, outcomes, and cost
to the City to participate. As well, controls over donations would be examined to ensure that
there are sufficient safeguards to ensure that donations were actually used for program
delivery.

26)Software Licensing
An audit of controls used by Information Systems to ensure that only licensed versions of
software are installed on City owned computers.

27)Replacement Funding for Computers, Servers, and Network Components
The City provides funds for computers, servers, and network component replacements
through the use of capital project accounts. This audit would look at the process used to
establish the appropriation to the three cap/tal project accounts and the use of the funds.

28)Telephone Charges
Audit the procedures used to establish the routine charge to departments/divisions for
telephone equipment and usage and the expenditure of funds.

29)Software Licensing and Maintenance
Audit the procedures used to establish the routine charge to departments/divisions for
software licensing and maintenance and the expenditure of funds.

30)Sales Tax and Business Licensing Application Project

A pre-implementation review of project planning, general requirements, project management,
conversion plans, testing, and implementation plans for the new Sales Tax and Business
Licensing Application.

Created by C Barcala -4- 12/07/2004
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Audits for Consideration
Calendar 2005

‘ 31)Follow up of Records Audit

~ 32)Follow up of Property Room Audit

33)Follow up of Take Home Vehicles
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Office of the City Auditor

Audit Plan
2002/2003
(In priority order)

City Funded Insurance Plans
City Ordinance 14-102 requires that City contributions towards group insurance plans
for health, life, and long-term disability be determined by City Council. Contributions,
historically, have been determined by City staff and the lump sum cost of the
programs is approved by Council as part of the budget process. No prior audits of
this program.

Minimum Accounting Standards Review
The Arizona Supreme Court requires an external review of specific elements, at least
triennially, to determine level of compliance with minimum accounting standards.
The last review was completed May 2000, therefore, to remain in compliance it is
time to conduct another review.

City Compliance with State Records Retention Requirements
ARS 41-1346 requires the head of each local agency to establish and maintain an
active, continuing program for the economical and efficient management of public
records. An audit of the City’s Record Retention Program has not been conducted in
the past 10 years.

Use of Other Jurisdiction Contracts for the Purchase of Goods and

Services.
The City’s Procurement Code provides that the Director of Purchasing may enter into
contracts for the procurement of materials and services pursuant to specifications,

- solicitations, or contracts issued by other Arizona governmental entities. Such
purchases shall be made pursuant to established rules. There have been no audits
of this process to ensure that procurements handled through this process adhere fo
the intent of the Procurement Code.

Risk Management
Other than through the inclusion of expenditures as part of the City’s annual external
audit, there has been no independent audit of the expenditures paid from the City’s
self-funded risk fund.

Asset Management
In 1996, our office initiated an audit of the controls over real property owned by the
City and concluded that an audit could not be completed. Management has informed
us that recommendations from the 1996 audit have been completed, and they are
requesting an audit to determine the adequacy of the controls. As part of this audit,
we would include a review of non-real estate assets.

Business Meeting Expenses
The City has an Administrative Regulation governing use of City funds for business
meetings. Employees are instructed to reflect the cost of these expenditures in an
expenditure account “Business Training and Conferences.” No prior audits of
expenditures related to business meetings have been undertaken.




Approved 2002/2003 Audit Plan
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8) Long Distance Phone Use*
Audit of controls over the use of long distance to ensure that there is adequate
oversight over the expenditure of City funds.

9) Police Department Property Room
Audit of controls at the Police Department as they relate to the Property Room.

10)  Organizational Ethics and Training*
Audit of the City’s Ethics Program and related training.

11)  Controls Over the Use of Overtime
City management adopted a new overtime guideline effective 6/1/2000 in response
to Council's concerns over the expenditure of City funds. Our intent is to audit
compliance with this policy and the performance expectations presented to Council.

Follow-up Audits
1) Travel Audit
2) Purchasing Card
3) General Controls Review
4) Vulnerability Assessment

Our intent would be to follow up on the status of recommendations.
Information Systems Audits

1)  Help Desk Function
This audit would evaluate the help desk function to ensure that sufficient controls are
in place to monitor the activities associated with providing support to the City’s
computers and networks. '

2) Controls Over the Use of the Computer Replacement Fund
The City has an established replacement program with funding available to replace
the City owned computers and network. This audit would look at the replacement
strategy, the calculation of replacement costs, and the use of funds set aside for this
purpose.

Other Projects

Generally accepted auditing standards require that audit organizations have an established
process for quality assurance. One way to demonstrate this quality assurance is through an
external peer review. To remain in compliance, the City needs to have an external peer review
every three years. The last review was completed in 1999 and included work completed in 1996,
1997 and 1998. The upcoming peer review would include work completed in 1999, 2000, 2001,
and 2002.

*These items were deleted at the October 14, 2003 Audit Committee Meeting.
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